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This paper investigates the contractual choice between exclusive dealing and common agency 
in a simple international oligopoly model where products are sold through intermediaries. We 
find that when trade barriers are high domestic firms tend to adopt exclusive dealing 
contracts, whereas trade liberalization may lead firms to choose common agency. Irrespective 
of the level of trade barriers, the equilibrium contract adopted by each manufacturer is shown 
to decrease domestic welfare as compared to the other possible contract when products are 
close substitutes. 
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wlvlqj dqg surprwlrqdo dfwlylwlhv/ ru lq lqfuhdvlqj wkh h!flhqf| ri wkh uhwdlohuv* shuvrqqho
ru pdqdjhphqw1 Xqghu FD rqh zrxog h{shfw wkh uhwxuq wr wklv lqyhvwphqw wr eh orzhu
wkdq xqghu HG/ vlqfh sduw ri wkh uhwdlohuv* wlph dqg uhvrxufhv duh ghyrwhg wr vhoolqj frp0
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shwlqj eudqgv1 Dowhuqdwlyho|/ rqh frxog prgho wkh lqyhvwphqw dv errvwlqj ghpdqg iru wkh
pdqxidfwxuhu*v surgxfw/ iru lqvwdqfh e| lqiruplqj srwhqwldo fxvwrphuv derxw wkh h{lvwhqfh
ri wkh surgxfw ru wkh orfdwlrq ri uhwdlohuv1 Khuh wkh lqyhvwphqw zrxog eh uhqghuhg ohvv
h￿hfwlyh e| FD/ li vrph ri wkh srwhqwldo fxvwrphuv ylvlwlqj d uhwdlohu hqg xs ex|lqj d
frpshwlqj surgxfw1 Zkhwkhu wkh lqyhvwphqw orzhuv pdujlqdo frvw ru udlvhv ghpdqg grhv
qrw pdwwhu iru wkh uhvxowv1
6Dq dowhuqdwlyh irupxodwlrq ri wkh h{whuqdolw|/ uhplqlvfhqw ri wkh zd| U)G vslooryhuv
duh riwhq prghoohg/ zrxog eh wr vhw a Ll @ Ll . +4 ￿ ￿,
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m9@l Lm@p= Rxu frpsxwdwlrqv vkrz
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Figure 4: One Domestic and Two Foreign Manufacturers 
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